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PrinciPal ToPic
The idea that entrepreneurship and economic growth are very closely and positively linked
comes to us from Josef Schumpeter. Toda¡ a number of OECD countries have implemented ini-
tiadves to increase the contribution of innovation to economic growth. That entrepreneurship
,nd economic growth are correlated has been long demonstrated. But establishing a causal link,
and especially the direction of causality between entrepreneurship and growth has been difficult.
Is theie evidence that the Total Entrepreneurial Activity (TEA), as measured by Globat
Entrepreneurship Monitor (GEM), is associated with subsequent national economic growth? And
what is the causal direction? Phrased another way, is there a correlation between TEA and GDP
growth concurrently, or is there some time lag of one year, two years or more? The "direction"
ãf the lag is important because if there is a consistent lag, we can say there might be a causal direc-
tion in the relationship, not just a correlation, or co-occurrence, of the two phenomena.
Methodololgy
We begin with a thorough examination of the literature on entrepreneurship and econom-
ic growth. Through GEM, we now have measures of entrepreneurial activity (the TEA index) for
20 countries in the year 2000,29 countries in the year 2001,37 countries in2002, and 30 coun-
tries in 2003. Using these data we examine the relationship between TEA and economic growth
concurrently (in the same year) and in previous and following years. We use IMF figures to deter-
mine the national growth in GDP for a number of one-year periods.
Results and Implications
Data from last year's GEM survey showed the highest correlation between entrepreneurship
leading GDP by 2 years. The data set is very limited. It only contains three years, and soon to
include its fourth (2003). It will take many more years to show a definite causality between entre-
preneurship and economic growth, but this year's data should help. As of last yea¡ the R-Square
value for total entrepreneurship vs. GDP growth percentage was 24o/o. This predicts that with a
470 increase in entrepreneurship will result in a 17o increase in GDP. If this prediction holds up
over the years to come, it will have a far reaching effect with government poliry all over the world.
In the end, however, our analysis does not suggest that entrepreneurial activity by itself is the source
of economic growth. It does indicate that changes in the economic structure and market process-
es within a country that lead to economic growth may occur more quickly when an active
entrepreneurial sector is available to implement such changes. Resolving the complex interrela-
tions between basic changes in factor .ottditiont, entreprenéurial activity, and national economic
gtowth will require more countries and a longer time series.
CONTACT: Prof Howard Frederick, New Zealand Centre for Innovation & Entrepreneurship,
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